
the implementation of SFAS-106 would have had only have a minor effect on GNP_PI. 40

Based upon the relative sizes of the regulated and unregulated sectors of the economy,

NERA estimated that the implementation of SFAS-106 would increase GNP-PI by

approximately 0.12%.41

As a result, Rochester could have recovered in 1993 only approximately 4.2% of

its incremental OPES expenses allocable to interstate access services through a change

in GNP-PI. This calculation is straightforward. Rochester's 1993 annualized interstate

access revenue requirement was $85,649,000 and its incremental OPEB expenses

allocable to interstate access was $2,455,000. Thus, to recover this expense, Rochester

would have had to increase its prices for interstate access services by 2.87% overal1.42

However, since 0.12% of this required increase would have been reflected in GNP-PI,

Rochester would have required only a 2.75% increase in its prices as an exogenous cost

adjustment. This would have amounted $2,352,000 or 95.8% of its incremental OPES

expense allocable to interstate access services 43

40

41

42

43

Id. at 29.

Id. at 31-32.

See Rochester 1992 Direct Case at Ex. IV

In its 1993 Annual Access Tariff Filing, Rochester, in fact, utilized a 6.4% offset factor (the
factor that was actually applicable to Vista). Compare Rochester 1992 Direct Case at Ex. IV
with 1993 D&J at Ex. 1-9. This miscalculation, however, is harmless. It had the effect of
overstating the effect of the implementation of SFAS-106 on GNP·PI and thereby
understating the amount eligible for exogenous recognition.

In addition, as described supra at 17, Rochester did not claim all of its SFAS-106 expenses
as exogenous. Rather, it sought exogenous recognition only for its TBO-related expense,
or 57.5% of its total incremental costs attributable to the implementation of SFAS-106.
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The other study presented on the record during the CC Docket 92-101 investigation

the Godwins Study44-- posited that, at most only 39.7% of the effect of the

implementation of SFAS-106 would be reflected in GNP_PI.45 At this point, however, the

Commission may not rely upon the Godwins Study to inflate artificially the effect of the

implementation of SFAS-106 on GNP-PI The Godwins study assumed that the

implementation of SFAS-1 06 would have an effect on both the economic costs of labor and

of providing goods and services. The theory of causation underlying the Godwins Study

is incorrect. Because - as the Commission itself acknowledges46- a firm's economic costs

of providing OPEBs were not affected by the implementation of SFAS-106 and because

SFAS-106 did not affect the amount or timing of benefits payments, there are no factors

that would change the supply or demand for labor in the national economy. As such, the

implementation of SFAS-106 would have caused no change in the economic costs of

providing service.

Rochester properly adjusted its claimed TBO-related expense to account for

changes in GNP_PI.47 No further adjustment is necessary or warranted.

44

45

46

47

Godwins, Analysis of Impact of SFAS-106 Costs on GNP-PI (Feb. 28, 1992) ("Godwins
Study").

See Southwestern Bell, 28 F 3d at 172

See supra at 19.

Although the Commission now utilizes the Gross Domestic Product-Price Index ("GOP_PI")
as the inflation component of the price cap formula (see Designation Order, ~ 28 n.35), GNP
PI was utilized in the 1993/1994 and 1994/1995 tariff years. Moreover, Rochester is not
aware of any reason why the change from GNP-PI to GOP-PI would affect the outcome of
this proceeding
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III. ROCHESTER PROPERLY DEVELOPED THE
INTERSTATE ACCESS ALLOCATION OF ITS
INCREMENTAL SFAS-106 EXPENSE.

The Commission designated for investigation the manner in which exchange

carriers derived that portion of their SFAS-106 expenses related to regulated interstate

access services.48 In Part I hereof, Rochester showed that it properly developed its total-

company (Rochester Telephone only) SFAS-1 06 expenses. 49 In Part II, Rochester showed

that it properly accounted for any potential double-count in GNP-PI. 50 In this Part,

Rochester will explain: (a) how it apportioned its OPEB expense among the Part 32

accounts; (b) how it allocated its OPEB costs between regulated and unregulated

operations; (c) how it allocated the costs between interstate and intrastate operations; and

(d) how it allocated the resulting interstate access costs among the price cap baskets.

Rochester followed the accounting guidance provided in Responsible Accounting

Officer Letter 20 for recording and allocating the SFAS-106 OPEB costs into the Part 32

accounts. Specifically Rochester records, on a monthly basis, an accrual equal to 1/12 of

the annual OPEB expense into Part 32 account 8030 - Benefit Matrix Clearance Account.

This account represents the accumulation of employer costs associated with providing

employee benefits such as unemployment insurance, social security, pensions, medical

insurance, life insurance and other employee benefits. Each of these employer-provided

benefit costs are recorded in separate subaccounts for identification of annual changes.

48

49

50

Designation Order, 1120.

See supra at 11-16.

See supra at 16-22.
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The use of this Part 32 account was approved under a company-specific waiver allowing

Rochester to use this general ledger account for the allocation of its employee benefit

costs when it first adopted Part 32 in 1988. Each month, amounts are credited to this

account and debited as benefit expense to each Part 32 account where wage and salary

costs are being recorded. A labor loading rate, calculated annually and trued-up quarterly,

is used as the basis to allocate all benefit costs. including OPEB costs, over all Part 32

accounts where labor is a component cost. This benefit loading rate is calculated based

upon total employee benefits divided by annual salary dollars, resulting in a benefit cost

per dollar of wages paid. On the books of Rochester Telephone during 1993, $24.0 million

of company employee benefit costs were recorded into and cleared out of account 8030.

Of this, $12.7 million or 52.8% represented total company OPEB related costs.

Rochester then split its OPEB expenses into its regulated and unregulated

components based upon its projected labor distribution. Costs attributable to unregulated

operations were eliminated from future computations. 82.379% of Rochester's total

company OPEB expenses was allocated to regulated operations.

Rochester then separated its regulated revenue requirement between the interstate

and intrastate jurisdictions in accordance with the Part 36 separations manual. The

interstate portion of Rochester's regulated costs were apportioned among the access

elements in accordance with Part 69 of the Commission's rules. The amount of Big Three

expenses apportioned to the common line, switched traffic sensitive and special access

elements was 16.876% and was based on a fourth quarter 1992 study of the Big Three

24



expense factors. Use of the Big Three factors for separations purposes is appropriate. Big

Three expenses consist primarily of wages and benefits. The majority of Rochester's labor

expense falls into one of the Big Three categories S1 Its exogenous OPEB expenses are

plainly wage-related and, hence, Rochester's separations methodology is reasonable.

Finally, Rochester allocated these costs to the respective price cap baskets

according to relative basket revenues. The Commission has previously required that other

types of adjustments, i.e., sharing and lower formula adjustments, be allocated to the

respective price cap baskets on the basis of relative basket revenues.52

Rochester's method of assigning its TBO-related expense to its regulated interstate

access services is reasonable.

51

52

The only major categories of wage and benefits expenses that are not included in the Big
Three expense categories are booked to subaccounts of account 6710 -- Executive and
Planning - and account 6720 - General and Administrative. These accounts are allocated
by Parts 36 and 69 in proportion to Big Three expenses.

E.g., 1992 Annual Access Tariff Filings, CC Dkt. 92-141, Memorandum Opinion and Order
Suspending Rates and Designating Issues for Investigation, 7 FCC Red. 4731,4732-33, ""
5-6 (Com. Car. Bur. 1992).

In its 1992 Direct Case, Rochester proposed to allocate these costs among the baskets
according to the Big Three allocators, using the same reasoning described above for
separations. The results are relatively close. The methodology proposed in Rochester's
1992 Direct Case would have allocated 34.1% of its 1993 OPEB expenses to the traffic
sensitive switched basket, 48.5% to the common line basket and 17.4% to the special access
basket. Compare 1993 D&J at Ex. 1-9 with Rochester 1992 Direct Case at 30-31.
Rochester's allocation of its OPEB costs by basket, by year is set forth in Appendix G.
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IV. THE COMMISSION SHOULD DECLINE TO
LIMIT EXOGENOUS RECOGNITION TO
THOSE OPEB COSTS THAT CARRIERS HAVE
FUNDED OR THAT RELATE ONLY TO THOSE
EMPLOYEE INTERESTS THAT HAVE
VESTED.

The Commission inquires whether it should limit exogenous cost treatment only to

those expenses that have been funded or in which employees have vested interests.53

The Commission should decline both invitations

There are two reasons, as a matter of law and theory, that the Commission may not

impose either limitation. First, the exogenous cost rules existing in 1993 contained no such

limitations. The D.C. Circuit has made clear that the Commission may not engraft new

conditions or limitations on an existing rule in the guise of interpreting the rule.54 For the

Commission to adopt either limitation now would plainly run afoul of this principle of

administrative law.

Second, both limitations would be completely inconsistent with the theory of price

. cap regulation. Either limitation would require the Commission annually to revisit the level

of OPES expenses (based upon changes in funding or vesting) and to adjust rates

accordingly. This would obviously have the effect of tying rates directly to company-

specific expense levels. Price cap regulation is, of course, designed to sever the link

between rates and costs.

53

54

Designation Order, mJ 21-22.

As required by the Designation Order (id., 11 29), Rochester sets forth its average
compensation per employee in Appendix K.

Southwestern Bell, 28 F.3d at 173.
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Adopting either limitation would also single out one type of expense for

discriminatory and arbitrary treatment. Carriers must account for other liabilities on an

accrual basis, e.g., pension expense. The Commission has never suggested that rate

recognition of these expenses be subject to a funding or vesting requirement. The

Commission may not arbitrarily single out one type of conceptually identical expense for

disparate treatment.

Moreover, there is no valid justification for the Commission to impose retroactively

either limitation. Funding and accounting are distinct events. Carriers must recognize the

increase in OPES liability resulting from the implementation of SFAS-106 in the current

period, regardless of whether they elect to fund the OPES liability now or later. In addition,

the actual cash outlays corresponding to this liability are not due until some time in the

future, often in the distant future. A funding limitation is unnecessary.

Nor is there any reason for the Commission to impose a requirement that it only

accord exogenous treatment to OPES expenses associated with those employee interests

that have vested. The actuarial studies that determine the accrual liability contain

assumptions regarding the level and timing of employee vesting.55 Thus, the size of

Rochester's SFAS-1 06 liability already takes vesting into account. Any additional limitation

is unnecessary.

55 See Appendix A.

Information concerning the manner in which employees interests in postretirement benefits
vest is also contained in Appendix A.
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Conclusion

For the foregoing reasons, the Commission should conclude that Rochester properly

quantified its TBO-related OPES expenses for which it sought exogenous cost recognition

in the 1993 and 1994 Annual Access Tariff Filings and close this investigation.

Respectfully submitted,

Attorney for Rochester
Telephone Corp.

180 South Clinton Avenue
Rochester, New York 14646
(716) 777··1028

August 11, 1995
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3UC/
,~=ONSULTANTS
500 Plaza Dnve
Secaucus. New Jersey 07096-1533

December 11. 1992

Mr. Gary Baier
Senior Staff Analyst
Rochester Telephone Corporation
180 South Clinton Avenue
Rochester, New York 14646

Re: FAS 106 Projections with "19')3 Cost Sharing" r\1edical Plan

Dear Garv:

Enclosed are the results of our estimated projectIOns from li)l)3 to 1997 of the Company's total
obligation and annual expense under FAS lO(l retlectlng the" I991 cost-sharing" retiree medical plan.
For your convenience, the results are summarized as follows:

• Table 1: Accrued liability and annual expense for IlJ93 assuming adoption of FAS
106 in 1993 and assuming the transIlion obligation is amortized by the Company
over 20 years.

• Table 2: Projections through 19lJ7 of APBO and annual expense a::;suming adoption
of FAS JO() in liN3 and a::;suming amortization of the tran::;ition obligation over 20
years.

Retiree Medical "1993 Cost-sharing"

Our understanding of the" 1991 Cost-sharing" retlree medical plan is as follows:

• All management and non-bargaining unit employees retiring after December 31,
1')92 wLll make contributions up (0 50% of the per capita cOst of coverage
determined as follows.' While not yet eligible for Medicare, the retiree or the
covered spouse will contribute an amount equal to the contribution required of
active employees plus an amount equal to 50% of the accumulated increases in per
capita plan costs since 1993 Once eligible for Medicare, the retiree or covered
spouse will contribute an amount equal to a percentage of the per capita plan cost
for Medicare eligible retirees based on the relationship between the active employee
contribution and the active employee per capita plan cost in that year plus 50% of
the accumulated increases in rer capit;j plan costs tor Medicare eligible retirees
since 1993

• The 1993 cost sharing changes do not apply to employees who retire before January
I, 1993 and all bargaining unit employees

..... r,

;/011902-2300 Fax 2011 902- 2450



Mr. Gary Baier
December 11, 1992
Page 2

For the Rochester Telephone Company regulated management group, the employee contributions
are currently 30% of per capita plan costs and arc expected to grow to 50% in }l)l)(J.

Data. Assumptions and Methods

Our estimates are based on the same data and actuarial assumptions and methods used in previous
calculations prepared as of January L 1992. Appendix A outlines the key assumptions and methods
used in our calculations. Appendix B proviJes a summary of our understanding of the key benefit
provisions in effect as of January 1, 1992. It should be noted that the magnitude of the" 1993 cost
sharing" changes could affect future employee behaVIOr In the areas of coverage enrollment or
timing of retirement. The impact of behJviur changes .Ire not anticipated in our estimates.

Thank you for this opportunity to be ot \ervlc\: P!eaSt' teel free tu Gtll if YOU should have any
questions or need additional materi~tl

Sincerely,

Brian Stitzel
Assistant Actuary

MV/BS:lh
Ene.
DOCG 14272SF. WP5

cc John Ponzim
Marsha Venturi



TABLE I
ROCHESTER TELEPHONE COMPANY

RFGULATED MANAGEl\1ENT AND NON-MANAGEMENT
POSTRETIREMENT WELFARE BENEFITS VALUATION

AS OF JANUARY I, JlJ92
(Amounts ill Thousands)

M nl ic;l1 Part B Rc imhu rse me nt Lift: TeleplHlIlc Grand
Ins lira nce Premiums Account Insurance Discount Total

Accumulated Posuetirement
& ~enefit Ob1i~on @ t/1f)3 I 1Jd.97lJ $11,l)2t $I.XX~ $IO,(J<J3 $tUI ') $93,593

Annual Exl:;;nse for 1993 sml
SCIVice Cost
Interest Cost
Amortization of Transition OhlIg;111t )11

Expected Return 1)Jl Plan Assets
Net Periodic Expense

$1.111 $64 $12 $180 $'i4 $1,422
·1.957 SX2 140 ~13 ~15 7.128
~.24l) 'iRl 94 337 221 4,482

0 () () (379 ) II --~
$t)jl X

-- -- --
~··$()\)i.j$1.52X $24() $()52 $12,652

$2,903

11-lkc-92

$.:\10$0
$.Hl()

$15\$4X3$2.0()()Pal-As-You-Go ~Ci~se I
Notes:

I. Projections rdlert "1(J93 Cust-slJaring" retirce medical program.
2. Projections ll:isume a ClJnst;1I1t ;\ctive wurkfmce and no actuarial gains ur \llSseS.
3. Projections <l:isume that the 1/1/>3 retiree life reserve equals $3,943.904 at Rochester TdeplJone Company.
4. Expected Rt:turn on Plan assets eqU:lls 1992 expected henefit payments.
5. Discount Rate = 7.75% per annum.
6. Projections ;:\ssume adoption of rAS 106 in 1993 and amortization of the Transition Ohligation mer 20 years.

'f"..,

~



f'ABLE 2
ROCIIESTER TELEPHONE COMPANY

I~H jIll j\ II:() MAN;\(; LI\1ENT AND NON-MANA( iLM FNI
POSTRI:TIREMENT WELFARE BENEFITS VALUATION

AS OF JANUARY I, 1992
(Amounts in Thousands)

1993 1994 1995 1996 1997

Accumulated Postretirement
111l8!! Benefit Obli~ion - BOY $l).l~93 $<)~,~ 32 $1 ()·t 1()6 $)()9,4() I $114,7~~

..... Annual Expgnse for FX, I
'-;('Ivice Cost
111 Inest Cos t
Amortization of Twnsitlon Oblig;\IIUIl
!:-,xl1ected Return on Plan Assets
Net Periodic Exper:se

$1.-122 :tI.S2,1 $UI.")J $1,7,llJ $1)-17:
7.12~ 7.51() 7, (}m H,3() 1 H,711 ;
4.--182 4,482 4.HQ 4,4H2 4,4K2
(:'79 ) __ j37~] (37<) ) _J179J (37(~ )

$jr(lSf $1 J 144 $1~()43 $14,153 $14,67S

r -)

$-t,5.~1l

) iJ

$-t,155$1772

)

$3,32<)

l1 >9
$2.Yll]

~o~
Notes:

I. Projections reflect "1993 ellst -sharing" rt:tire~ l11edical prugram
2. Projections assume a const:lnt :\clive workforce and no actuari:t1 gains or IllSseS.
3. Projections assume that the I/Iln retiree life reselve equals $3,IJ43,904 at Rochesler Tekpll<Jlle CUlllpany.
4. Expected Return on Plan assets equ:lls IlJ92 expeckd henefit paYlllenl~.

5. Discount Rate = 7.75% per annum.
n. Projections 2S'')lJme adoption of FAS 1()n in 1993 and amortization of the Transitioll Ohligation lNer 20 years.

Pal-As-You-Go ExfSnse I

t I-Dee-In

V"\
Vol
V\



APPENDIX A

ROCHESTER TELEPHONE CORPORATION

POSTRETIREMENT WELFARE BENEFITS VALUATION

PREPARED AS OF JANUARY 1, 1992

OUTLINE OF ACTUARIAL ASSUMPTIONS AND METHODS

ACTUARIAL COST METHOD: Projected unit credit with benefits attributed ratably to service

from date of hire until date of full eligibility 1m hendirs This IS the attribution method specified

in FAS 106.

DISCOUNT RATE: 775(;;- per dI1I1Um, compounJnl ~lflnu~dly

MEDICAL PLAN COSTS: The vdluation assumt'l1 the [l)92 total monthly rer capita costs for

covered individuab as outlined in Appendix B

MEDICARE COORDINATION: Medicare \\as assumed to rem~lin the primary payor of benefits

for retirees and spouses over age (l5.

TELEPHONE DISCOUNT: The cost of telephone discount benefits was included for retirees living

outside the local service area The 1992 monthly costs were assumed as outlined in Appendix B.

Unless otherwise indicated. the telephone discount was assumed to grow at a rate of 5% per annum

(assumed increase in the cost of living) and 15Cj of current and future retirees were assumed to live

outside the local service area.

ADMINISTRATIVE EXPENSES: Expenses were assumed to be included in the medical plan costs.

No other administrative exrenses were explicitl\' :uentitied.

MEDICARE PART B PREMIUMS: As indicated Jl1 Appendix 8. the Company reimburses retirees

and spouses the cost of Medicare Part B premiums Unless the benefit is frozen, the valuation

reflects the following schedule of Part B rremium ll1creases for 19C)2 through 1995 and 5% annual

increases thereafter For vears after 1995. we assumed a 50;. Increase per year.

Year Premium

!lJ92 $11 80
19l)3 ~6.GO

1C)94 -\1 AO
1995 -!() IO

I 1-.:" I
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MEDICAL TREND: Medical plan costs were assumed to Increase by the following percentages each

year:

Medical Trend

1\)92
!\)93
!\)94
ll)\)S
I ()\)()

1l)lJ7
j<)W;

)\)<)l)

2000
20()]
2002
2()O]
~()()4

20()S
20()() and alter

i 3.0%
2.4
J~

12
07
()2
) 7
') .2
') 0
') 4
') ()

7 ()

DEDUCTIBLE LEVERAGING: Benefit costs will increase faster than the medical trend rates above

due to the erosion of fixed dollar deductibles Our-valuatIon assumed that the effect of deductible

leveraging will increase the [()<)2 medical trend hv () nCr It was assumed that this leveraging effect

will decrease geometricallv bv I()C7r each year

ROCHESTER TELEPHONE RETIREES: For Rochester Telephone Company we assumed all

retirees to be part of the Regulated Management Group Although this has little impact on current

results, any benefit changes, such as frozen Medicare Part B premiums. to the Regulated Non

Management Groups (CWA and RTWA) in the future will necessitate the proper tracking of

Rochester Telephone ret irees
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SPOUSES WITH MEDICAL COVERAGE: For current retirees of Rochester Telephone Company,

representative values of the percentage of retirees assumed to have covered spouses are as follows:

Age Male Retirees Female Retirees

55 ~J% CJO%
CJO :)4 49
C1S 86 ](1

70 81 -,-,
_I

75 75 1(,

80 ()6 S
;)5 53 5
90 37 3
CJ) 14 I

ELECTIONS: Reported census data was used to ldentity current retirees with welfare benefits.

SALARY INCREASES: Representative value~ ulthe ;Issumed annual rates of future increase are

as follows:

Annual Rates of'
Salary Increase

2S
]0

35
40
45
50
55
60
65
()l)

8.2%
().2

(Ll

6.0
Cd)
59
5.9
5.9
5.K
5~

DEATHS AFTER RETIREMENT: According to the 1984 George B. Buck Mortality Tables for men

and women.

NORMAL RETIREMENT: Age 70.

ASSETS: For accounting purposes, we assumed that Rochester Telephone Company has a retiree

life insurance reserve of $3,943,904 as of January I. 1992 and that the net investment return of

Rochester Telephone Company's retiree life insufdnce reserve was assumed to he 1992 expected

benefit payments.

MISCELLANEOUS: The valuation was prepared on an ongoing-plan basis. This assumption does

not necessarily imply that an obligation to continue the plan actually exists.

1.1 -;
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SEPARATIONS FROM ACTIVE SERVICE: The following tables show representative values of the

assumed annual rates of termination, disability, death and retirement prior to normal retirement,

Annual Rate of

Non-Vested
Withdrawal*

Vested
Withdrawal** Retirement Disability

25 13.0()r I I ()C~ I r'
1%

30
'r

1(). () I \i ()
.1

35
I ().O ,,;() .1

40 10.0 III .., .1
45 2.0 ..,

:S.U )U .., .-
50

1.0 I(J
c;-,

'I
A

55
1.0 1() 3.0

.5
.7

60 4.0 I.J
64 1.0 !(J

10.0
I.()

1.8
65 1.0 III

30.0
l.()

2.010 !O u;69 75.0 3.71.0 10
30.0

2.K

Women

25 1ll.O% 1000r .Ol% 1%
30 K.O 50 .04 .1
35 7.0 30 .05 .1
40 5.0 2.0 .07 .1
45 3.0 10 2.0% .10 .2
50 2.0 10 4.0 .1 () .4
55 2.0 10 SO .29 .7
60 2.0 I 0 90 .54 1.3
64 2.U 10 30,0 .S/) 1.8
65 2.0 J{) 750 .()() 2.0
69 2.0 III 300 1(> 3.7

"'For first 5 years of service
**After first 5 years of service



APPENDIX B
ROCHESTER TEI.EPHONE CORPORATION

POSTRETIREMENT WELFARE BENEfiTS VALUATION
AS OF JANUARY I, 1992

SUMMARY OF KEY BENEFIT PROVISIONS

SI25.00/ycnr

$12500/ycnr

$36.75

$36.75

S3675 I Sl2500/yeftr

:_~~~t-
Yes

Yes

FrO/.en @ $29 90

Yes

r r"len @ $28 60

Retiree Life

Sp""'" LIfe "I Rellrce

Retiree Life

SpOl'" Life "I' Relire,",

l
=~--·:··:....--....---..--DURATION '.' ..·fAA1:':P·."., ..

.. COV~AGE ••~~It.
I Rei iree L,re

Sr",,,e Life "f RetIree

MONTHLY

MEmCAL
PREMIUMS

Retiree <65 SI0933

Spouse <65 SI3275

'"divJdunl > 65 SSg 97

Retiree <65: S109.33

Spouse < 65 5 D2 75

IndividJJ/l1 ~ 65 558 97

ELIGIBILITY

Sftl1lC ft~ R"chc\'o Telq",,'nc

"hnft~~l'J'1t'Ilt

~~.f.~E~ ~:: :J~O; :':,"~,:::;:,:~;,~::::::
:::'::::I:i,::j:i,ii~::::::.}::::;;,::, Age 65 &: 5 Yt' Jlf, "f Scr \' ice

~q¢~.I·~.:::!::.:!!I~.~.~.~.:::. > SftlnC ft'-R"(heSlcr~t'Ic~h"UC 1-' ~~:~:: ::; ~~~~~-
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....:::::::::::i,:::~@.::::::::::::::::.:::::::::::::::,:.d

~I.~l'~
--~------------

VI
~



3UC/
,,:C'NSUL1~NTj
500 Plaza Dnve
Secaucus. New Jersey 07096-1533

September 1, 1992

Mr. William Cherry
Rochester Telephone Corporation
180 South Clinton Avenue
Rochester, New York 14646

Re: FAS 106 Projections with "1993 Cost Sharing" Medical Plan

Dear Bill:

Enclosed are the results of our estimates as of January 1, 1992 and projections through 1997 of the
Corporation's total obligation and annual expense under FAS 106 reflecting the "1993 cost-sharing"
retiree medical plan. For your convenience, the results are summarized as follows:

• Tables 1 through Table 45: Accrued liability and annual expense assuming adoption
of FAS 106 in 1992 and assuming the transition obligation is amortized by Company
over the expected future working lifetime of active employees or 20 years if greater.

• Tables 1A through Table 45A: Accrued liability and annual expense assuming
adoption of FAS 106 in 1992 and assuming the transition obligation is amortized by
Company over the expected future working lifetime of active employees.

• Exhibit A: Projections by Company through 1997 of APBO.

• Exhibit B: Projections by Company through 1997 of annual expense assuming
adoption of FAS 106 in 1993 and assuming amortization of the transition obligation
over the expected future working lifetime of active employees or 20 years if greater.

• Exhibit C: Projections by Company through 1997 of annual expense assuming
adoption ofFAS 106 in 1993 and assuming amortization ofthe transition obligation
over the expected future working lifetime of active employees.

Retlm MedJc;a) 11993 Cost-shaoot

Our understanding of the "1993 Cost-sharing" retiree medical plan is as follows:

• All management and non-bargaining unit employees retiring after December 31,
1992 will make contnbutions up to 50% of the per capita cost of coverage
determined as follows. While not yet eligible for Medicare, the retiree or the
covered spouse will contnbute an amount equal to the contnbution required of
active employees plus an amount equal to 50% of the accumulated increases in per
capita plan costs since 1993. Once eligJ.ble for Medicare, the retiree or coveted
spouse will contribute an amount equal to a percentage of the per capita plan cost
for Medicare eligIble retirees based on the relationship between the active employee

Buck: ConsUltants. Inc.
')n, I Q()')-".,,,,, l:~v ')('11 IOn"l-')At::n .



Mr. William Cherry
September 1, 1992
Page 2

contribution and the active employee per capita plan cost in that year plus 50% of
the accumulated increases in per capita plan costs for Medicare eligible retirees
since 1993.

• The 1993 cost sharing changes do not apply to:

employees who retire before January 1, 1993,
employees covered under individual retirement contracts
bargaining unit employees and
retirees of Vista and Seneca Gorham Telephone Company.

For Rochester Telephone Company regulated and deregulated management groups, the employee
contributions are currently 30% and 35% of per capita plan costs, respectively and are expected to
grow to 50% in 1996.

Data. Assumptions and Methods

Our estimates are based on the same data and actuarial assumptions and methods used in previous
calculations prepared as of January I, 1992. Appendices A, B and C outline the key assumptions
and methods and summarize the current nonpension postretirement benefit provisions. It should
be noted that the magnitude of the "1993 cost-sharing" changes could affect future employee
behavior in the areas of coverage enrollment or timing of retirement. The impact of behavior
changes are not anticipated in our estimates.

As requested, the amortization of the transition obligation was calculated separately by Company
under two alternatives. The first alternative sets the amortization period equal to the expected
future working lifetime of active employees or 20 years, if greater. The second alternative sets the
amortization period equal to the expected future working lifetime of active employees. For both
alternatives, the amonization period for a Company that has no active employees equals the
expected future lifetime of retirees and the amonization of the transition obligation is accelerated
if the cumulative benefit payments exceeds the cumulative benefit cost since transition.

Fairmount, Mid-5outh and Monroeville Telephone Companies cover closed groups of retirees.
Canton, Thorntown, Depue, Lakeshore, Minot and Mt. Pulaski Telephone Companies have
amortization periods (expected future working lifetime of active employees) greater than 20 years.

RccomitlOQ or Plan Amendment

Please note that we have assumed that the transition obligation upon the adoption of FAS 106
(either 1992 or 1993) includes the impact of the "1993 cost-sharing" retiree medical plan. The
impact of any amendment that is not adopted prior to the adoption of FAS 106 would have to be
recognized as a prior service cost and amortized on a somewhat different basis. Exhibit D discusses
the relationship between the timing of adoption and the timing ofplan amendments and is enclosed
for your infonnation. .

BUC'
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Thank you for this opportunity to be of service. Please feel free to call if you should have any
questions or need additional material.

Sincerely,

.~~

Marsha Venturi
Consulting Actuary

~~
Brian Stitzel
Assistant Actuary

MV/BS:lh/cs
Ene.
DOC:Gl4169SF.WPS

cc John Cogan
Robert FIShback
10hn Ponzini
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TABLEt

ROCHESTER TELEPHONE CORPORATION

POSTRETIREMENT WELFARE BENEFITS VALUATION
AS OF JANUARY 1, 1992

(Numbers may not add due to rounding)

01-Sep-92

Accrued Liability @ 1/1/92
Retirees
Actives Eligible to Retire
Actives Not Yet Eligible to Retire

Total Accrued Liability (APBO)

Annual Expense for 1992
Service Cost
Interest Cost
A mortization of

Transition Obligation
Prior Service Cost
Gains and Losses
Expected Return on Plan Assets
Net Periodic Expense

Pay-As-You-Go Expense

"1993 Cost-sharing"

Medical Part B Reimbursement Life Telephone Grand
Lives Insurance Premiums Account Insurance Discount Total

' ..550 $33,883,429 $7,659,288 $1,181,888 $6,628,016 $2,152,874 $51,505,496
1,040 26,364,161 3,652,566 519,708 4,927,761 1,525,435 36,989,631
2,671 25,736,563 1,255,346 209,634 2,404,447 821,332 30,427,322
5,261 $85,984,152 $12,567,200 $1,911,230 $13,960,224 $4,499,641 $118,922,448

$2,029,621 $126,308 $13,775 $258,252 $63,622 $2,491,578
6,780,347 988,270 146,722 1,094,943 352,071 9,362,353

4,221,519 628,360 95,562 500,816 224,982 5,671,238
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 (379,284) 0 (379,284)

$13,031,487 $1,742,939 $256,059 $1,474,726 $640,674 $17,145,885

$2,507,880 $436,029 $157,429 $178,327 $201,390 $3,481,055

Notes: (1) Discount Rate =8% per annum.
(2) Transition Obligations are amortized by Company over the expected future working lifetime of the active employees or 20 years, If greater.
(3) Plan assets for retiree life insurance as of January I, 1992 = $3,943,904 and the expected return equals 1992 projected disbursements.
(4) Vista Telephone Company has an Accrued Benefit Cost as of January I, 1992 = $1,766,600.



TABLE 2
ROCHESTER TELEPHONE CORPORATION

POSTRETIREMENT WELFARE BENEFITS VALUATION
AS OF JANUARY 1, 1992

(Numbers may not add due to rounding)

01-Sep-92

~11&.(""11l11111111111:1~·'!1~
"t 993 Cost-sharing"

Medical

Accrued Liability @ 1/1/92

Retirees

Actives Eligible to Retire
AClives Not Yet Eligible to Retire

Total Accrued Liability (APBO)

Lives

1,214

891
1,491

"'.596

Insurance

$24,102,240

20,990,646
14,591,387

$59,684,273

Part B

Premiums

$7,060,076

3,255,617
688,267

$11,003,960

Reimbursement

Acro unt

$1,143,086

513,128
190,761

$1,846,975

Life

Insurance

$4,278,613

4,349,131
1,531,272

$10,159,016

Telephone

Discount

$2,006,760

1,452,875
712,670

$4,172,305

Grand

Total

$38,590,776

30,561,397
17,714,357

$86,866,530

Annual Expense for 1992

Service Cost $1,048,160 $80,374 $12,311 $181,220 $54,895 $1,376,959

Interest Cost 4,705,716 864,445 141,760 797,842 326,378 6,836,142

A mortization of
Transition Obligation 2,984,214 550,198 92,349 310,756 208,615 4,146,131

Prior Service Cost 0 ° 0 ° 0 0

Gains and Losses 0 0 0 0 0 0
Expected Return on Plan Assets 0 0 0 (379,284) 0 (379,284)

Net Periodic Expense $8,738,089 $1,495,017 $246,420 $910,533 S589,8~9 $11,979,949

Pay-As=You-G~ll~ $1,759,498 $404,572 $152,882 $0 S188,781 $2,505,733

Noles: (1) Discount Rate = 8% per annum.

(2) Transition Obligation is amorti7.ed over 20 years.

(3) 'Plan assets for retiree life insurance as of January I, 1992 = $3,943,904 and the expected return equals 1992 projected disbursements.



TABLE 3
ROCHESTER TELEPHONE CORPORATION

POSTRETIREMENT WELFARE BENEFITS VALUATION
AS OF JANUARY 1, 1992

(Numbers may not add due to rounding)

ORWjJPf1W~~~.l!:~~~~~:~:ff

31-Aug-92

Lives

"1993 Cost -sharing"

Medical

Insurance

Part B

Premiums

Reimburse ment

Account

Lire
Insurance

Telephone

Discount

Grand

Total

Accrued Liability @ 1/1/92

Retirees 72 $1,892,592 $534,032 $0 $947,876 $65,735 $3,440,235
Actives Eligible to Retire 48 1,936,956 370,354 0 325,892 47,314 2,680,516

Actives Not Yet Eligible to Retire 285 4,431,533 541,469 0 512,614 79,023 5,564,639-
Total Accrued Liability (APSO) 405 $8,261,081 $1,445,855 $0 $1,786,382 SI92,072 $tl,685,390

Annual Expense for 1992

Service Cost $338,091 $43,726 $0 $38,669 $6,301 $426,787
Interest Cost 655,529 114,503 0 139,561 J5,124 924,717
Amortization of

Transition Obligation 413,054 72,293 0 89,319 9,604 584,270
Prior Service Cost 0 0 0 0 0 0
Gains and Losses 0 0 0 0 0 0
Expected Return on Plan Assets 0 0 0 0 0 0

Net Periodic Expense $1,406,674 $230,522 $0 $267,549 $31,028 $1,935,773

I

Pay-As-You-Go Expense $136,573 $29,699 $0 $85,385 $6,169 $257,826

Notes: (1) Discount Rate =8% per annum.
(2) Transition Obligation is amortized over 20 years.


